Approved For Release 2001/08/30 : CIA-RDP61S00527A000100180010-7

ECONOMIC WARFARE

Ieeture to the Industrial College of the Armed Forces
vy [ 25X1A9a

26 Merch 1956

aSONR I RNNA
Approved For Release 2001/08/30 : CIA-RDP61S00527A000100180010-7




Approved For Release 2001/08/30 : CIA-RDP61S00527A000100180010-7
CONFIDERTIAL

AICTRCRE AR T I

ECOBONIC WARFARE
26 March 1956

Page
,." B- Bc WQ\lis'b, m’ mr “

mw’ mu.....lvtﬁnl‘l..."?.G.I.'..‘.I‘..' 1
25X1A%9a

M-’--m.* Chief, Economie
cmdmtim’ cn'..."’...I.'...“'.‘...’.'.‘ 1

mAL Dm:m."...'.Q."._*..’-...."Q.,...U.I..Q‘-..I‘..-.. 13

25X1A%9a

Publication No. L56-119
INEDUSTRIAL COLLEGE OF THE ABMED FORCES
WASHINGTOH, D. C.

QIEF LD TAL

Approved For Release 2001/68 PP61500527A000100180010-7



R RDER T AN P61500527A000100180010-7

Approved For Release 20010

ECOHCMIC WARFARE

COLOBEL FYQIST: We learned during the last var that there
are other ways of fighting an effective war, a successful war than
those normally assoeiated with the Army, Bavy and Air Porce. One
of those methods, and one in which we are keenly interested here
at the College, is economic warfave. Ia fact, you will reeall one
of cur speakers last week stressed the importance of economic war-
fere several times during the eourse of his lecture. -

One of the things that we try to put across here at the
Industrial College is that a nation's ability to wage a successful
wvar might be said to be directly proportional to that nation's

- economic ability to support the var machine. Therefore, we feel it
quite appropriate that, as we study the economic potentisl of a
nation or a group of nations, we at the same time study methbods of

destroying or disrupting this economy.
25X1A9a

Our spesker this morning, Mr. I is very well
qualified in this subject. You have read part of his biography, but
in addition, in 1951-1952, he was the Special Assistant to the

Assistant Director for Research and Reports, Cenmtral Im nee
- 25X1X7
25X1X7 % E2 is eurrently Chief of Economic
on, CIA, vhich includes responsibility for intelligence

support to United States cconomie defense programs.

25X1A9a it gives me great pleasure to presemt you to the
Industrial College of the Armed Forces.

25X1A9a
General Hollis, Officers, Students of the
Industrisl College: I sppreciate this opportunity to discuss the
subject of "Economic Warfave” with you. It is a subject in which
the Industrial College, by its systemstic consideration, has in the
past made important contributions.

The concept of econcmic warfare, as it has developed historically,
is exceedingly simple. It consists primarily in the application of
measures to reduce theecononiewarpotentialotanenembylinitmg
his external sources of supply.
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There are other measures which can be taken against an enemy’s
econonyy vhich might be considered economic warfare - for example,
the sabotage of key industirial installations or flooding his economy
with counterfeit currency. The French action in the 1920 occupation
of the Ruhr is an excellent illustration of this type of warfare.
Strategie bombing in its broadest concept is another form of econonic
warfare.

Historically, however, econcimmiec warfere has essentially been
directed toverd controlling the commodities which move in intermationsl
trade. In war this control tekes the form of an economie blockade
reinforced by military meagsures, such as the scarch and seizure of
ships; by diplomatic measures; and by adwinistrative control measures,
the so-called peper blockade to which I will refer later.

Countries have also sought to control trade in timeas of peace
for political and strategic objectives. This type of control in
peacctine utilizes essentially economie warfare meessures or economic
sanctions. There are a number of examples of economie warfare
measures being applied today. The Arabs are blockading Israel;
Pakistan recently cut trade ard tramsport routes with Afghanistan;
Irag has mounted serious pressure on Syria by economic warfare
measures; South Vieit-FEsm 1s applying similar pressure on Csmbodia.
The outstending current exsmple of econciie warfare is the control
of direct VWestern trade with Communist China.

Forms of econcnic warfare have been utilized since the earliest;
times. However, this type of warfare became of major importance with
the industrialization of the small or comparatively small states of
Western Burope. These states were very dependent on extermal sources
of supply for their economies and for their war mechines. I will not
discuss the methode of economic werfare in any detail. This has been
vell treated 1n a peper on the subject recently issued by the
Induetrial College in its series of mobilization studies. Rather, X
would like to consider the principles and problems of economie warfuare
as revealed in three case studies: The FEapoleonic Wars, the two World
Wars with Germany from 191% to 1945, end the presemt program of
econcmic warfare, or econcmic defense as it is termed, maintained
against the Sino-Soviet Bloc in the interest of Free World security.

During the Hapolecanic Wars, both the British and French engaged
in econcmic warfare. The British used thelr superior sea power nmot
only to sweep French ships from the seas, but also to interdict the
trade of nsutral or third coumtries with France. Fhe Britich had a
clear right as a belligerent to seize contrsband or strategic goods
in meutral shipe, end they sought in every way to expand the 1list of
contraband. In doing so, the British came imto conflict with such
neutrals as the United Stotes.

«Ba
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Aperican trade with France in this period was extremely
profitable, and Thomas Jefferson, as Secretary of State, protested
on a number of occasions the seizure of Ameriecan ships earrying
such strategic comrodities es corn and other goods to France. In
his words, "these seizures are flegrant violations of neutral rights
to trafe with either belligerent.”

Gn the other side of this conflict, Napoleon faced a stalemate.
He wvas unsble to engage British navel power with his preponderant
land aymies. Consequently, he turned %o economlic warfare as s means
of bringing the British to their knees. He sought to eut off the
trade of this nation of shop keepers im the belief that they would
then ecome to terms. .

Eapoleon's continentel system attempted to sever not only trade
in strategic goods or contraband, but all trade between the continental
countries of Europe and Great Britain. This was an exceedingly
unpopular policy with France's Allies and Satellites. Napoleon's
treaty with Alexander I of Russia was largely based on obtaining the
cooperation of the Russians to extend the embargo under the continental
system. The Russian refusal to emforce the embargo, since it proved too
costly %o them, was o prineipal ceuvse for ‘Hapoleon®s invasion of
mia- ’ .

Looking back on the Hapoleonic Wars, we cam conclude that
economic warfare as applied by Hapoleon wae politically more costly
to the Prench in relstions with their Allies than it was to the
British in terms of burting their economy. For one thing, Mapoleon
could not sever Britain’s overseas coemumications. Relatioms with
third countries and the determinstion of vhat constitutes strategic
goode are two of the most persistent problems in applying economic
varfare mweagures.

During the two World Wars with Germany, economic warfare attained
its greatest importance. Both England and Germany were heavily
dependent on external sources of supply for their economies and for
the maintenance of their war efforts. Both attempted to strangle
each other economically, the @Germans by the use of submerines and the
British by economic blocksde.

~ Germany was a natural target for econcmlic warfare. Evea im 1939,
Cermany etill imported 70 percent of its iron ore, 83 percent of its
copper; 75 percent of its rubber, 60 perceut of its oil, all of its
monganese, chrowe, nickel, tungsten, and a host of other raw materials.
In order ¢o take full adventege of this vulnerebility, the British
developed & comprebemsive system of controls over trade. The whole
structure of controls and licensing for the alloeation of raw materials

-3
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and shipping in the economic mobilization was turmed against Germeny
in en administrative or paper bleckade. The contraband list or list
of strateglc goods wes expanded comtinmually, until in the lest
stages of both wars only a few goods, such @8 tobaeco, were con-
sidered none-strategic. _
" A geries of war trade sgreements with the neutrals atiempted
40 bdring diplomatic, ecomomic, and pelitical pressures on neutral
countries to sever their trade with Cermany. Special designations,
or black listings, of individuals and firms in neutral countries wio
had troded with the enewmy in contravention of allied controls were
inaugurated end extensive control methods were employed over the
trassshipment of gocds. This cosprehensive system of controls required
a great deal of intelligence on tradimg sctivities; the role of intel-.
ligenee is integral to the application of cconomic warfare measures.

. The gllied paper blockade was not only effective im eutting off
Germany from externsl supplies, but it had the added advantage from
the British stendpoint of frecing their ships to counter the Germen
cconomic warfare effort in their sulmerine offensives

" Economic warfare wag a decisive factor in the first Vorld Var.
Cormany wes unprepared for a blockade in s long war involving the
complete or pearly complete mobilizatioa of ite resources. Glven
the batilefield stalemate, the blockade led to the collapee of the
German home front.

: The resulis, however, of the allied economic war effort sgainst
Cermany in World War IT were disappointing. Its effect was greatly
diminished over that of the Pfirst World Wer by German policles of
stockpiling, by Gerzen sbility to develop synthetic substitutes and
by their seizure and conirol over a broader geogrephic end economic
base. : '

The prineipal comtribution of cconomic warfare im the seeond
World Vor wes its influence on Germon strategy. Hitler believed it
vos essentisl <o conquer the Soviel Union in order to secure complete
economic self-sufficiency. Eis geopolitical concept led to the
invesion of Russia. He gembled for .control of the vast resources of
the Burasion heartlend apd lost. :

12 ug now conslder the present application of economic warfare
zeasures ageinst the Simo-Joviéet Bloc. This is not known as economie
warfave in the current termimology but as economie defense, and for
a good resson. We are not formally or legally at war with the Eloc
couniries. '

ol .
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_ The present systenm of economic defense had its origin in the
conecpt Of collective security embodied in the league of Hations
and the United Natiome. The concept is that the cozmunity of
states should take collective measures for "the prevention of
removal of threats to the peace and the suppression of actions or
aggression and other breaches of the peace.” I have quoted this
slatement fram Article I of the United Mations Charter. Both the
Icague Covenant and the United Mations Chexrter provide for collece
tive economie measures, essentielly economic warfare megsures,
short of the use of armed force, against a state which was a threat
to the pesce.

In 1935, the Ieague of Eations, declaring Italy an international
aggressor in its attack on Ethiopia, called on the nations of the
vorld to apply cconomic sanctions or controls on trade with Italy.
Cooperation proved difficult, but it esteblished the principle of
eolleetive sction im the economic defense field.

The Soviet Union has never beer formally declared o threat

to the pesce or en aggressor by the United Hations. Its veto power
in the Security Courcil has preecluded that aprroach. However, in
1948 and 1949, the Soviet Union wes very much an aggressor in the
economic blockade of Berlin, the internal seizure of Czechoslovakia,
and the generally threaicning military posture toward the mations of
the Free World. Tais threat to the peace led the Free Vorld countries
to conecert economiec and defense policies in the interest of their ovn

collective security.

 Coneerting national policies by a group of states for economic
werfare or economic defense in peace differs substantially from
economic warfare in time of war. Most of the same sdniniatretive
or economic measures can be used, such as export controls, eontrols
on shipping and the transshipment of goods, blacklisiing, preclusive
buying, and so forth. Bovever, the use of military means for enforce
ing the embargo on third countriles is recluded.

¥hat you have in effect is a league of like minded neutrals
erplying agreed economic sanctions im vhich no one of the partieipating
ecountries has the rights of a belligerent. The effectiveness of the
ecanonic eanctions depenﬂenmelymtheﬁuin@essofthembers
to spply their natiorsl controls in the overall economic defense
system. It is a systenm which Places a high premium on diplematie
cooperation for ite effectivaness.

mmrwmmmmmmmmwthnwof
strategic goods to the Bloe, an internatiocpsl Consultative Group was
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formed in Pards in 1949. This Group bas come to include Japan and
8ll of the NATO countries except Iceland. A mumber of other coun-
tries, not formally members of the Group, also coordinate thelr
pationel policies with it so that the Consultative Group in Poris
repregents substantislly all the main industrial and trading states
of the Free World. ' ‘

The Consultative Group is independent of HATO. It is an
informal arrangement among Free World countriea to coordinate
policies for economic measures against the Bloe. This Group agrees
on the ianternational conirol lists. It agrees on the specific means
which shaell be applied for enforcing the embargo and on exceptions
to the controls which may be made by the members. liot all of the
commodities on the internsticnal lists are completely embargoed. A
number are wnder quantitative comtrol. Items on the international
lists include srmoments, materials of war, atomic emergy materials,
and other materials cor industrial equipment vhich could mske a
coatribution to Bloe military capabllities.

The imternations) trade controls apply to both the USSR and
Communist China, but the two countries have been treated separately.
The Korean War led the United Nations General Assembly Yo pass a
resolution im Msy 1951, calling on all countries to embargo the
shipment of strategic materials to Commmist Chins and Forth Korea,
and, in addition, prevent by all mesns within their Jurisdiction the
circumvention of controls applied by other countries.

There is e higher level of controls applied against Commmist
Chine than against the USSR and Eastern Europe; which meams two
internationsl controls lists. 7The mumber of items on the China
list 1s much greater than that on the list against the rest of the
Bloe; alsotbeenfomementofchmeontmlsareincerwnrespeets
more stringemt, particularly over shipping. The Consultative Group
orgenizstion, eits in two different ccamittees: the Coordinating
Committee for the development of policy and the application of con-
trols egainst the USSR and Esstern Eurcpe, and the China Committee
for controls against Commmist Chins. :

There are major differences between the United States and its
Allies over the internatiomal controls. This is one of the major
problems of United States diplomacy today. The differences did not
arise in the period between 19%9 and 1952. In this periocd the con-
mla-mebmedmana@reedesumteotthenkenmddmﬂth
the Soviet Union in the near future. Since the death of Stalin and
theeemcmfemme,mmmmmammmhkas
probeble. Subsequently, our Allies sought amd obtained & substantial
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reduction of the control list sgainst the USSR. This reduction
came into effect inm August 1954. It was the result of extemsive
reviews smd negotiations which did not completely satisfy all the
countries involved. The United Stetes, which sought to maintain
the broadest level of controls possible, met with serious objece
tion from its Allies and struck the best compromise possible inm
order to meintain the multinational gystem of controls.

The 1954 downward revision of the liste egainst the USSR and
Eastern Europe mesnt that the difference in the level of controls
against Commnist China were even greater than the controls against
the rest of the Bloe. That is to say, the number of items embargoed
against China was substantially greater than the number embargoed
agpinst the USSR. Currenily our Allies ave seeking to reduce the
lavel of comtrols ageinet Commnist Chins to the same level applied
against the USSR smd Eastern Eurcope. This was a point raised by
Prime Minister Eden with President Eigenhower im Washington several
rontis ago.

What motivates our Allies? Why-Go we have these major
differences with them on strategle trade controls? I have already
mentioned the changed estimate of the likelihood of war since the
death of Stalin and the Ceneva Conferemc2. Our Allies ave seeking
to norzalize their relations with the Bloe vhile keeping their
powder dry or their defenses up. In thelr view new forces are
evident in the Bloe which may lend it to change previous aggressive
policies.

our Allies say, "let us ercourage these changes gince the
conts of wer have become so great. We may possibly be able to
develop peaceful relations with the Bloe. It is worth trying.”
In part, our Allies ave motivated by commerciel considerations.
Their dependence on internaticnal trade for their economic stablility
is much greater than our own. . ‘They wish to maximize peaceful trade,
or, as they term it, “"harmless traode®™ with the Bloc. HNow the
Preﬂi&entmmmdmtmsmmmwmmthemaw
Free Vorld trede with the Bloc in peaceful goods. The diffieculty
arises 1n the determination of "peaceful goods.” Our Allies combemi
that peaceful goods are those which do not directly contribute to
immediate Soviet militery production ~- and note the teram "immediate
Soviet militery production.” They believe that goods contributing
primarily to the basic econcmy or to clvilian production should not
e under control.

) Igtuétakeeopperaamemle. This is a éual purpose
commzodity utilized for the growth of a basic economy end for war

-7.
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production. The USSR is able to meet some 80 percent of its
requirements for copper from internal production. It is dependent
for 20 percent of its requirements on imports of copper. The
British contended that eopper should mot be on the internationsl
exbargo list since its denial would mot affect current Soviet '
military proeduction. It would only affect the basic economy.

The United States protested this approach vigorously. We
sought by every means to ratain the embargo om copper in 1954. Tt
was one of the outstanding differences between the two countries.
In ordsr to maintain the international system of controls and in
return for other concessions including some strengthening of the
control system, the United States was foreced to concede on the
decontrol of copper wire but not of raw copper.

The United States maintains a comprehensive system of national
controls on its om trade with the Bloc. Trade is regulated by the
Export Control Act of 1949, administered by the Department of
Coamerce; the Trading with the Enemy Act, administeied by the
Treasury; the Atomic BEmergy Act, administered by the Atomic Energy
Commission; and the Munitions Controls Aet, administered by the
Depertmont of State. These aste do not determine the level of
cocatrols; they provide the legislative authority on which our con-
trol policies are based. The policy of the United States under
this authority has been for exceedingly restricted trade with the
Bloc. With regard to Commmist China, the United States maintains

a camplate embargo.

The Mutual Defense Assistance Control Aet of 1951, more come
moaly known as the Batile Act, was an attempt to reinforce the
United States position on imternmational controls. It links coopera-
tion by other countrics in international trade controls with the
receipt of foreign aid. If, under e determination by the Presidenmt,
other gountries ahip strategic commodities to the Bloc which are a
net disudvantage to the Free World, foreign aid from the United States
is to be discontinued. It is exceedingly difficult to enforce the
United ftates' view on our Allfies and other countries through the
application of the Battle Act. Currently, foreign aid to the
Eurcpean countries is small. It is chiefly military in character.
They are the NATO countries, our Allies. ,

in exemple of the application of the Battle Aet might de conw
sidered in the case of Ceylon. Ceylon, seversl years sgo, entered
inte an agreement o ship rubber, a strategic ecommodity, to Coemmist
China. As a result of this agreement with Commmist Chias, it was
determined that Ceylon was mot eligible for United States ecomomic

=8
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aid under the spplication of the Battle Act. However, this was
not a very satisfactory determination. Ceylonm was shipping rubber
to Camunist China; 1%t was in 1ts cconomic interest to do so.

But in many other weys Ceylon was a stalwart friend of the West.
Por example, at the Bandung Conference of the Asian and African
countries, Ceylon was an outstapding spokesman for Free World
intereste. Consequently, the United States recently has waived
the application of the Battle Act against Ceylon in order to
provide economic assistance to Ceylon, as one of the friends of
the United States, despite its trade in rubber with Comnmist Chins.

Consideration of the Battle Act poses a question: How far
ehould the United States go in attempting to coerce iis Allies
into accepting our views as to trade controls? Should we treat
them like wartime neutrals and cut off their trede from us in
ezsential comodities? The Department of Coomerce has the
authority to do this. Should we eut off their military assistance
and force them out of NATO? Would this be to our overall security
adventage? These arc difficult questiona. They are questions
vaich bave to be considered in the whole comtext of owr securi
and foreign poliey objectives. .

Woderlying the differences with our Allies on the application
of international controls on trade with the Bloe is the fact that
no other foreign power in modern history has ever been less vule
nereble to econoxic varfare than the USSR. Soviet self-sufficlency
or comparative self-sufficiency is due in part to the weelth of
nationel resources in the vast empire under its control. The
principal resource deficiencies, which are few enough, ars matural
ru::].er, infustrial diamonds, cork, copper and lead, molybdemum and
cobalt.

Self-gufficiency has been a major goal of the Soviet Union
since the early 1020°s. Lenin stated: "Trade will provide us
with a wide access for the purchase of necessary machinery. The
sooner we secomplish this, the soomer we shall have eccnomic
indeperdence from other countries. 3But not for a sccond do we
believe in lasting trade relations with othsr countries.”

This maxim has been borme out by Soviet trade statisties. The
ratio of importe to intermal production was at its height dwring
the 1930's, dependence on imports steadily declived, and the ratio
of imports to intermal production today is less than one percent.

-9-
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Bloc eomparative selfe-gufficiency is also borne out in the
relatively smell proportion that Soviet trade with the West
contributes to total Free World trade. :

You will notice from Chert 1¥ that total Free World trade

in 1954 was epproximately 156 billion dollars, of which the Sino-
Soviet Bloec only contributed 3.6 billion or 2.3 percent. The bar
greph at the bottom of the chart illustrates the division of Bloc
trade with the Free VWorld among the USSR, the European Satellites
and Commmist Chima. You will notice that the European Satellites
provide the largest share of both Bloe exports to end imports from
the Pree World coumtries. - :

Chert 2* 1llustrates the trade of the Free World with the
Bloc for individual years from 1948 to 1955; imports from the Bloc
ontheleﬂ,exportstotheBloeontherigh‘t. Bloe trade with
the Free World in 1948 was roughly in balance at 2 billion dollars.
The spplication of trade controls begen to take effeet in 1949,
and you see the results in diminished trade. However, the growth
of the Bloc economies coupled Wwith internal sdjustments to the con-
it.r:elzhasbroughttradebaekmwﬁtoapproﬁmtelythel%

2 .. ’

- m&ﬁetmimhdayisthesecmdindmtualmofthe
world. Its industrial preduction is inereasing at a very rapid
rate, or 10 percent annuslly. ' Given present rates of growth; the
industrial produstion of the USSR will equal that of the United
States by 1975. Already in terms of the number of machine tools
produced, the USSR has equaled the United States production. Thls
industrial growth has taken place and continues to take Dlace
despliie a high level of armaments productfon. Trade controls have
yrovidedmapparentlmtatiminthedevelomentormweapons
and in armaments production in the USSR.

meSoviet!hionmthia.periodisinachmyng'brademi-
tion with the rest of the world. Formerly a net exporter of food
and rav materisls ard net importer of industrial gocds, today it
1sonaetbalameanimrteroftoodmdismvidingmming
exporte of capital goods. It is exporting industrial goods to
China snd hac mede commitments to underdeveloped Free World coun-
' triestortheexporto:ralmstabimmdoumminduatﬁal

«10-
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Trade with the West permits the Soviet Union to achieve a
8lightly more rapid development in certainm sectors of its economy.
This is perticularly true in the electrical equipment industry and
in the shipbuilding industry. They seek merchant ships, not
because they can't build them, but because their shipyards are
beavily engeged in building a Soviet navy. The USSR also depends
on trade with the West for prototypes, small quantities of advanced
and complicated mschinery.

Let us consider for a moment the vulmerability of Commmmist
Chins to economic warfare or trade controls. Here is & country
which requires large imports of industrial goods in order to meet
1ts industrial objectives. It is getting these requirements in
large measure from the USSR. Of course, under the Free World
embarge it is impossible for Commuriist China to obtain industirial
goods direc from the West, but most of the goods under differ-
eatial eontrols, which are the basic imdustrial goods, can be
obtained by China by transshipment through Eastern Europe.

Starting from a low level of industrial production, China's
industrielization has progressed very rapidly. The snnual rate of
industrial growth during the period 1953-1954 was 20 percent a year;
in the curreat period, 1955-1957, it is 10 percent a year. Communiszt
Chira is probaedbly receiving all of the major industrial imports it
can absorb at this particular time. ILimitations on increasing its
industrial imports are mainly related to its ability to increase
exports or to pay for additiomal goods.

To summarize, the effect of Free World controls on Communist
Chings is to provide little direct support in industrial goods from
the West, but they are getting them from the USSR. The lower level
of controls against the USSR and Eastern Europe means that many of
the goods under control to China can be transchipped from suech
points in Esstern Europe as Gdynia. These differential controls
impose delays, harassament and sdded transport costs. They also
preclude the exteansion of Westerm credits for the delivery of Westexn
goode to Chima. :

We have considered the development of economic varfare im terms
of the role which it has played in the strategy ol war in the past
and which it is playing in the present. What can we conclude about
the future of economlic warfare?

I% is doubtful whether econcmic warfare, in the traditional

sense of severing external sources of supply, will play as importent
a role in the overall plans and strategy of war as it played in the

-ll-
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first half of the 20th Century. Major war is a rich man's game .

The advanced weapons system, requiring resources of whole continents ’
means that only the United States and the USSR, the industrial
Super-powers, ceb wage a major war. Neither the United States nor
the USSR l1s directly vulnerable to traditional econcnic warfare
unless there were a major realigmment of the other states of the
world « thet is, for example, the detachment of Eastern Europe from
the Blee or Soviet control of edditionsl major Free World areas.

Given the present nuclear stalemate, the major battle or compes
tition between the USSR and the United States 1s for control and
influence in the uncommitted aress of the Middle Esst and South Asia.
The Soviets have mounted a major economic and diplomatic offensive
in these areas.

They have shipped arms to Egypt, thereby upsetting the peaceful
balance maintained in the Middle East. It was the control of the
zovement of arms to the Middle East, exercised by the Western Powers,
which maintained the uneasy stability of that area. By entering the
area, you might say by breaking a Western blockade over the shipment
of arms, the USSR has been sble to achieve & major ocbjective in
inereesing the instebility of the Middle East. ,

.. The Soviet offensive includes economic assistance in the offers
and shipments of industrial goods and complete industrial plants on
attractive terms to such countries as. India, Burma, Yugoslavia, Egypt,
and cther uncommitted countries of South Asis and the Middle East.

The economic offensive has been accompanied by diplomatic moves.
This ie a type of economic warfare or copetition for the favor of
uncomaitted areas by economic assistance and favorable trading offers.

!ﬂzeloasotthellidﬂleEastandSouthAsiacouldbemly
seriovs to Free World interests and to the long~term balaence of
pover between the USSR and the United States. It would place the
Soviet Union in a strong position to vage economic warfare agsinst
Western Burope. The West European economies, the economies of our
EATO Allies, are extremely dependent on the oil of the Middle Fast.
They are also dependent on these areas for: other raw materials and
for outlets for their exports.

At this stage, the conflict is betweea two largely self-sufficient
industrial giasnts or super-states for influence and control in the
border reaches of the Eurasian continent. The battle is being waged
vith economic and diplomatie methods which are very different from the
methods previcusly associated with traditicnal econcmic warfare.

I thank you.
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QUESTION: The implication that I got from your talk was that
Russia and her Satellites would like to expand their trade. Yet
I believe that in 1953 they made foreign psymentis in gold and in
late 1954 cut back voluntarily on their imports. Would you say
thattheyreal]ymttoexpandordotheymtﬁoeonwuemthis
eond:ltion of ‘autarky that they are in?

25X1A9a I think you are quite right that the Soviet
Union does not want to expand its tradé substentially, and there
is little scope under their present policies for a major expansion
of trade. They do want to continue the present levels of trade
vith modest increases for the benefit it gives them to certain
sectors of their economy, but they have by no means abandoned their
goal of self-sufficiency.

QUESTIOR: If the embargo againet Red China were witbdrawm,
there is a possibility there that Japan would help themselves a
great deal by trading there. They need an outlet for their goods.
Would we be helping Jepan more than Red China? Which one would
gain the more? Would you mind discussing that for a while?

25X1A% I T:st's a very good question. If the embargo
vere withdrawn, we face two possibilities: One is that the
differential embargo, that is the higher level of controls against
China, would be reduced to the level of the controls against the
rest of the Bloc. This particular differentisl permits the transe-
shipment of goods from Westera Europe. So to some extent, West
European countriea are now sble to export controlled goods indirectly
to China. However, the geographical location of Japan makes such
transshipment impractical for her, that is to ship goods to Western
Europe and back to China.

If the embargo were reduced to the level of that against the
USSR, the Free World country which would get the principal benefit
would be Japan. In part, this is due to the fact that Commmist
China has unutilized rescurces im iron ore that could be shipped to
Japan but which it does not presently ship beeause 1t wanis coa-
muedgoodarrmJapananditdoem'twanttoshipitsimore
for the type of goods Japan can send it. ,

As to whether this would be of greater benefit to Japan than
to China is problematical. It would mot contribute grestly to
overall Japenege trade, but would bhelp in certain secters of their
econromy. It would on balance be advantageous to Japan.

I am sorry to be unclear on that hstpartofthe question but
it is a difficult one to answer affirmstively.
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(UESTION: My question hes also to do vith trade. You indicate
#hat Russis has no propemnsity to trade with us. Other speakers
here have indicated that we probably, if we could get awey with i3,
should encourage and foster trade with the Soviet Blew, the point
being thet at eay 10 or 15-year future date, if ve thken vented to
exert some economic pressures, we would have built up over that time
some levers, some methods of interdependence of Russia upon us.
Therefore, they thought our national policy, instead of discouraging
trade with Russia, should encourage it, that it is to our benefit to
encourage it. Would you comment?

: 25X1A9a
This would be ideal if we could do it. Certainly

as a primciple of economic warfare, it would be very sound. It is
doubtful whether the Russians would permit themseclves to get lulo
that position or would permi% us to develop levers of the typ: vhich
you mention.

Shey view trade largely as a means o supplem=nt their growth
in certain sectors. In other words, they need a siightly mors rapid
growth in certain sectors of their ecovomy than they can easily
achieve from their owa resources. If they chooee to depend more
heavily on trade, if theyclvose, for instance, to develcp thelr
econoty along the lines that the United Kingdom did in the 19th
Century, then we could probably have very great levexs. I Just don't
think it will happen.

(UESTION: How about the reverse situation, that Russia 1g
trading with adjacent countries and meking them dependent on her?
There are some rumors that Russia 1s releasing rubles imteo the world
merket, indicating she 1s going imto world trade on a greater scale.

25x1A% I T:at is a mch greater danger. Rusela's irade
offers, her offers of capltal assistance to uncomuitted coumtries of
the Kiddle Esst and South Asia will gain levers of influence over
theee cowmtries. Certainly that is exactly what the Russiens are
geeking, not =0 much, as far as ve can tell at this moment, in the
treditional economic warfare sense, but initially ¢o maxiwize her
politicel influvence in these areas and perhaps ultimately to gsin
more direct control.

So far the Russians have been attempting to do this without
increasing their own reliance on the Free World. Their industrial
production is now so large that they have, you might say, a surplus
whieh they can utilize for this trade with the underdeveloped coun-
tries without becoming dependent on thease countries themselves. of
course, they have a very good alternative for these industria’l

=1lim
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rescurces. They could ralse the standard of living af thelr
people. They could produce more refrigerators, automobiles, or
other types of consumer goods. '

The strength of their position comparatively at this time
18 that they have been able to hold down civilien counsumption
8o drasticslly.

I em not sure I have answered every aspect of your quesilon.
QUESTION: Is there any truth that they are releasing rubles?

25x1A% [ o- tbat particular aspect, they are not, as a
poliey, releasing laxrge quantitiee of rubles into the Free World
for any ecounonpic varfare objective. Rubles got into the Free
World lergely as a result of their occupation of Austria. It is
8 very limited market. The market is mainly in Paris, and rubles
are bought up by Russian emigres who send these rubles home. They
arealsoboughtuptoalmitedexbentinmtorkaasouvenirs.
Put it is a very minor aspect of the overall situstion.

QUESTIOE: I wes concerned with the forecast of the growth
that you gave for the Russlan economy. If they should closely
parallel your forecast, wouldn’t they be in a very strong position
to take more deminant leadership in econcnic varfare, particularly
in uacosmitted areas? )

25x1A92 I Yov shouwld be concerned, considering the present
rates of growth; it is vexry repid indeed. What I said was that
given present rates of growth, by 1975 their industrial production -
not their totel national product, but just looking at indus®ey - would
be roughly equivalent to the United Stetes. It certainly will mean
that they cen enter the Free World areas and compete for markets with
the Western Buropean countries. It is a type of economic warfare
although not the type that we associate with the blockade in the firat
and second World Wers. o

. QUESTION: Hong Kong seems to be a port of considersble ectivity
in tae trade center for shipments into Coppmnist China. Cen you tell
ussfmthiﬂgaboutthetypedgoodsgoingmthatuadeandthe
origin of the goods? ' '

25x1A%2 IR I the ecerly years of the international trade
cont:rolprogramﬂongxongmamjorleakandtheWpeofgoods
going in vere industrisl goods which the Chinese needed, such as parts
Zor Western automobiles in China, rubber iires and some aviation
gasoline. Bowever, in the last few years this leak has been largely

plugzed. It is today a very amal) aend insignificant trickle.

«15-

Approved For Release 2001/38/30 : CIA-RDP61S00527A000100180010-7

PocShatmae Do A



Approved For Release 2001/08/30 : CIA-RDP61S00527A000100180010-7
CONFIDENTIAL

For one thing, since the reduction of the controls against
the USSR the Chinese can gain meny of these goods by transshipment
from Gdynisa, andlhnglcongisnotsoimportanttothem. This,
coupled with British enforcement procedures, has reduced that trade.

QUESTION: Assuming that the embargo againast Ching were withe
dravm and mede the Chinese less dependent upon Russia, would there
be any besic chenge in the relationship betwveen the Chinese and the
Russians?

25X1A9a

B ot's & good question. If the embargo against
China were dropped and the Chinese continued their present policiles
of maximizing their trede and dependence for industrial goods on the
rest of the Bloc, the ilncrease in Free World trade with China would
be very small indeed. Chinese imports of goods in 1954 were at
quite a high level, roughly 1.7 billion dollars, most of that in
industrial and capital goods, and 80 percent of those inmports vere
from the USSR and Eastern Eurcpe.

It is difficult to see just how ve could maximize possible
friction between the USSR and Cosmmnist China through trade. If the
embergo were dropped, China would have aun alternative source of
industrial goods. Would the present leadership want to depend too
heavily on the West for these goods, to give the West certain levers,
as was referred to earlier, for exercising denial in economic warfare
against 1t? I don't think so. I think China probably would seek
imports rrcmtheWestprettymhinthewaythetBSRsought imports
for its ovn early industrisl development. It would import to expedite
1ts industrislization, but at the same time increase its self-
sufficiency esnd free itself from the need to import.

25X1A%a
COLONEL NYQUIST: Gentlemen, I am afraid thet is all we will have
time for this morning. on behalf of the entire college,
I went to thank you for coming ere this morning and giving us &

very interesting and educational lecture.
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Chart Ho. 1

1

~ (Total Free World Trade Approx. $156 Billion)

(ml1ions of
coeil. Dollars)
USSR EURCPEAN SATELLITES
BIOC EXFORTS 500 950 370 1,820
BIOC DFCRIS | 570 | 900 290 1,760
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——— Chart No. 2
FRADE OF FREE WORLD WITH SINO-SOVIET BLOC
1948 - 1955
(Billions of Dollars)
FREE WORLD IWPOKRTS FROM BLOC FREE WORLD EXPORTS T0 BLOC
2.0 1.5 1.0 0.5 o (o] 0.5 1.0 1[.5
2.0 1948 2.0
l
1.8 1949 . 1.7
] | ] ] |
1.7 1950 1.5
| ] i | i
1.9 . 1951 1.7
| | I I
1.5 1952 1.h
! ] i |
1.6 : 1953 1.k
| | ] | i
10‘8' 195“ 1.8
| | L _ | | |
2.0 Estimated 1955 2.0 Estimated
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